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NOTES TO FINANCIAL STATEMENTS 
 
1. Summary of Significant Accounting Policies  
 

A.  Accounting Practices 
 

The financial statements of HealthSpring Life & Health Insurance Company, Inc. (the 
Company) are presented on the basis of accounting practices prescribed or permitted by 
the Texas Department of Insurance (the Department). 
 
The Department recognizes only statutory accounting practices (NAIC SAP) prescribed 
or permitted by the state of Texas for determining and reporting the financial condition 
and results of operations of an insurance company, for determining solvency under Texas 
Insurance Law.  The National Association of Insurance Commissioners’ (the NAIC) 
Accounting Practices and Procedures Manual has been adopted as a component of 
prescribed or permitted practices by the state of Texas.  While the Department has 
adopted certain prescribed accounting practices that differ from those found in SAP, the 
Company’s financials were not affected by those differences in 2011 or 2010. 

 
 B. Use of Estimates in the Preparation of the Financial Statements 

 
The preparation of financial statements in conformity with NAIC SAP requires 
management to make estimates and assumptions that affect the reported amounts of 
assets and liabilities.  It also requires disclosure of contingent assets and liabilities at the 
date of the financial statements and the reported amounts of revenue and expenses during 
the period.  Actual results could differ from those estimates. 

 
 C. Accounting Policies 

 
Premiums on Medicare Advantage are due monthly and are recognized as revenue during 
the period in which the Company is obligated to provide services to members.  Premiums 
collected in advance are deferred and recorded as advance payments. 
 
Premiums on Medicare Part D program (Part D) are recognized for the Part D payments 
received from the Centers of Medicare & Medicare Services (CMS) for which it assumes 
risk.  Premium revenues are recognized ratably over the period in which eligible 
individuals are entitled to receive prescription drug benefits.  Certain Part D payments 
from CMS represents payments for claims the Company pays for which it assumes no 
risk.  The Company accounts for these subsidies as Amounts Receivable Relating to 
Uninsured Plans or Liability for Amounts Held under Uninsured Plans in the balance 
sheets. 
 
Expenses incurred in connection with increasing membership, including acquisition 
costs, are charged to operations as incurred. 
 
The Company considers all highly liquid instruments that have original maturities of 
three months or less at acquisition to be cash equivalents. 
 
Short-term investments include investments with remaining maturities of one year or less 
at the time of acquisition and are principally stated at amortized cost. 
 
Health premiums due and uncollected are recorded during the period the Company is 
obligated to provide services to members and do not bear interest.  The allowance for 
doubtful accounts is the Company’s best estimate of the amount of probable losses in the 
Company’s existing health premiums due and unpaid and is based on past-due balances 
greater than 90 days.  Balances greater than 90 days past due which are not reserved are 
included as non-admitted assets.  Account balances are charged off after all means of 
collection have been exhausted and the potential for recovery is considered remote. 
 
Realized capital gains and losses are determined using the specific-identification method.  
Investment income is accrued as earned and legally due to be paid to the Company.  
Investments and investment income due and accrued are evaluated in accordance with 
SSAP No. 5, Liabilities, Contingencies and Impairment of Assets (SSAP No. 5) to 
determine whether an impairment exists. 
 
The Company’s results of operations are included in the federal consolidated tax return of 
HealthSpring, Inc.  Income taxes are accounted for under the asset and liability method.  
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Deferred income taxes are recognized, subject to statutory limitations, for temporary 
differences between the financial reporting basis and the income tax basis of assets and 
liabilities based on enacted tax laws and statutory tax rates applicable to the periods in 
which the temporary differences are expected to reverse.  Gross deferred taxes are first 
reduced by a statutory valuation allowance adjustment if, based on the weight of 
available evidence, it is more than likely than not that some portion or all gross deferred 
tax assets will not be realized. 
 
Generally, adjusted deferred tax assets are limited to 1) the amount of federal income 
taxes paid in prior years that can be recovered through loss carrybacks for existing 
temporary differences that reverse by the end of the subsequent calendar year, plus 2) the 
lesser of the remaining gross deferred tax assets expected to be realized within one year 
of the balance sheet date or 10% of capital and surplus excluding any net deferred tax 
assets, EDP equipment and operating software and any net positive goodwill, plus 3) the 
amount of remaining gross deferred tax assets that can be offset against existing gross 
deferred tax liabilities.  The remaining deferred tax assets are non-admitted. 
 
The Company is subject to risk-based capital requirements and satisfies the risk-based 
capital thresholds for electing to admit a higher amount of adjusted gross deferred tax 
assets.  Consequently, adjusted deferred tax assets are limited to 1) the amount of federal 
income taxes paid in prior years that can be recovered through loss carrybacks for 
existing temporary differences that reverse during a timeframe corresponding with IRS 
tax loss carryback provisions, not to exceed three years, plus 2) the lesser of the 
remaining gross deferred tax assets expected to be realized within three years of the 
balance sheet date or 15% of capital and surplus excluding any net deferred tax assets, 
EDP equipment and operating software and any net positive goodwill, plus 3) the amount 
of remaining gross deferred tax assets that can be offset against existing gross deferred 
tax liabilities after considering character. 
 
In addition, the Company uses the following accounting policies: 
 
1. Short-term investments are stated at amortized cost.  

 
2. Bonds not backed by other loans are stated at amortized cost using the interest 

method.   
 

3. Common stocks – not applicable. 
 

4. Preferred stocks – not applicable. 
 

5. Mortgage loans – not applicable.  
 

6. Loan-backed securities are stated at either amortized cost or the lower of amortized 
cost or fair value.  The retrospective adjustment method is used to value all securities 
except for interest only securities or securities where the yield had become negative, 
that are valued using the prospective method. 

 
7. Investments in subsidiaries, controlled, and affiliated (SCA) entities – not applicable. 

 
8. Investments in joint ventures, partnerships, and limited liabilities companies – not 

applicable. 
 

9. Derivatives – not applicable. 
 

10. The Company does not utilize anticipated investment income as a factor in the 
premium deficiency calculation. 

 
11. Unpaid claims and claims adjustment expenses represent the Company’s liability for 

services that have been performed by providers for members that have not been 
settled.  These liabilities include medical claims reported to the Company, as well as 
an actuarially determined estimate of claims that have been incurred by not yet 
reported (IBNR) to the Company.  IBNR is based upon the Company’s historical 
claims data, current enrollment, health services utilization statistics and other related 
information.  The Company develops its estimate of IBNR using standard actuarial 
development methodologies, including the completion factor method.  This method 
estimates liabilities for claims based upon the historical lag between the month when 
services are rendered and the month claims are paid and takes into consideration 
factors such as expected medical cost inflation, seasonality patterns, product mix, and 
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membership changes.   The completion factor is a measure of how complete the 
claims paid to data are relative to the estimate of the total claims for services 
rendered for a given reporting period.  Although the completion factors are generally 
reliable for older service periods, they are more volatile, and hence less reliable, for 
more recent periods, given that the typical billing lag for services can range from a 
week to as much as 90 days from the date of service.  As a result, for the most recent 
two to four months, the estimate for incurred claims is developed from a trend factor 
analysis based upon per member per month claims trends experienced in the 
preceding months. Each period, the Company reexamines the previously established 
estimates of claims payable and liabilities for incurred but unreported claims based 
on actual claim submissions and other relevant changes in facts and circumstances.  
As the liability estimates recorded in prior periods become more exact, the Company 
increases or decreases the amount of the estimates, and includes the changes in 
hospital and medical expenses in the period in which the change is identified.  In 
every annual reporting period, the Company’s operating results include the effects of 
more completely developed estimates associated with prior years.  The determination 
of IBNR is complex and involves a significant amount of judgment.  Changes in this 
estimate can materially affect, either favorably or unfavorably, the Company’s 
statement of operation and financial position. 
 
The Company accrues for medical incentive pools and provider bonuses based upon 
contractual terms and the most recent claims data available.  Included in hospital and 
medical expenses are claim payments, capitation payments, risk sharing payments, 
and pharmacy costs, net of rebates, as well as estimates of future payments of claims 
provided for services rendered prior to year-end.   
 
Capitation payments represent monthly contractual fees disbursed to physicians and 
other providers who are responsible for providing medical care to members.  Risk 
sharing payments represent amounts paid under risk sharing arrangement with 
providers including independent physician associations.  Pharmacy costs represent 
payments for members’ prescription drug benefits, net of rebates from drug 
manufacturers.  Rebates are recognized when the rebates are earned according to the 
contractual arrangements with the respective vendors.  Premiums the Company pays 
to reinsurers are reported as hospital and medical expenses and related reinsurance 
recoveries are reported as deductions from hospital and medical expenses.   

 
12.  The Company has not modified its capitalization policy from the prior period. 

 
13. Pharmacy rebates receivable consist of reasonably estimable amounts, based upon 

utilization data and past history, and billed amounts to pharmaceutical companies.  
The income from pharmacy rebates are reported as a reduction of claims expense in 
the summary of operations.  Generally, rebate amounts are paid on a quarterly basis 
thirty days after the end of each quarter.   Pharmaceutical rebates collected within 90 
days of invoice date have been admitted. 

 
2. Accounting Changes and Corrections of Errors 
 

A. Material Changes in Accounting Principles and/or Correction of Errors – not applicable 
 
1. Description of Change – not applicable. 

 
2. Impact of Change – not applicable. 

 
3. Effect on Future Periods – not applicable. 

 
4.   Subsequent Financial Statements that are Restated – not applicable. 

 
3. Business Combinations and Goodwill 

 
A. Statutory Purchase Method – not applicable. 

 
B. Statutory Merger – not applicable. 
 

1. Texas HealthSpring, LLC  (TXHS), a Texas domiciled company, merged with its 
affiliate, HealthSpring Life and Health Insurance Company, Inc. (HSLH), a Texas 
domiciled company, on December 31, 2010. 
 

2. The transaction was accounted for as a statutory merger. 
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3. Each share of capital stock of TXHS ($10,000 par value per share), whether issued, 

outstanding or held in treasury, was canceled upon the effectiveness of the merger.  
There was no change in the capital stock of HSLH as a result of the merger.  The 
outstanding capital stock of HSLH as of December 31, 2010 consists of 2,500,000 
shares of common stock ($1 par value per share). 
 

4. As the merger was effective as of December 31, 2010, the pre-merger revenue, net 
income, and surplus and surplus adjustments for TXHS and HSLH are not presented. 
 

5. No adjustments were made directly to surplus, as both companies prepared statutory 
basis financial statements previously. 

 
C. Assumption Reinsurance – not applicable. 
 
D. Impairment Loss – not applicable. 

 
4. Discontinued Operations 
 

1. Identity of Segment Discontinued – not applicable. 
 

2. Expected Disposal Date – not applicable. 
 

3. Expected Manner of Disposal – not applicable. 
 

4. Description of Remaining Assets and Liabilities – not applicable. 
 

5. Amounts Related to Discontinued Operations – not applicable. 
 
5. Investments 
 

A. Mortgage Loans, including Mezzanine Real Estate Loans – not applicable. 
 

B. Debt Restructuring – not applicable. 
 

C. Reverse Mortgages – not applicable. 
 

D. Loan-Backed Securities 
 
1. Prepayment assumptions for Mortgage-Backed Securities, Collateralized Mortgage 

Obligations and Other Structured Securities were generated using a purchased 
prepayment model.  The prepayment model uses a number of factors to estimate 
prepayment activity including the time of year (seasonality), current levels of interest 
rates (refinancing incentive), economic activity (including housing turnover), and term 
and age of the underlying collateral (burnout, seasoning).  On an ongoing basis, we 
monitor the rate of prepayment and calibrate the model to reflect actual experience, 
market factors, and viewpoint. 
 

2. All securities with a recognized other-than-temporary impairment (OTTI), classified on 
the basis of the OTTI – none 

 
3. Each security by CUSIP with a recognized OTTI for which the present value of cash 

flows expected to be collected is less than the amortized cost of the security – not 
applicable 

 
4. All impaired securities (fair value is less than cost or amortized cost) for which an other-

than-temporary impairment has not been recognized in earnings as a realized loss 
(including securities with a recognized other-than-temporary impairment for non-interest 
related declines when a non-recognized interest related impairment remains): 
 

a. The aggregate amount of unrealized losses:  
1. Less than 12 months:  $3,323 
2. 12 months or longer:  None 

 
b. The aggregate related fair value of securities with unrealized losses: 

1. Less than 12 months:  $2,101,327 
2. 12 months or longer:  None 
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E. Repurchase Agreements and/or Securities Lending Transactions – not applicable. 
 

F. Real Estate – not applicable. 
 

G. Investments in Low Income Housing Tax Credits – not applicable. 
 
6. Joint Ventures, Partnerships and Limited Liability Companies 
 

A. Investments in Joint Ventures, Partnerships and Limited Liability Companies – not 
applicable. 
 

B. Impaired Investments in Joint Ventures, Partnerships and Limited Liability Companies – not 
applicable. 

 
7. Investment Income 
 

A. Any investment income due and accrued with amounts that are over 90 days past due are 
nonadmitted and excluded from surplus.   
 

B. As of December 31, 2011 and 2010, the Company had no investment income due and accrued 
with amounts that are over 90 days past due. 

 
8. Derivative Instruments 
 

A. Market Risk, Credit Risk, and Cash Requirements for Derivatives – not applicable. 
 

B. Objectives for the Use of Derivatives – not applicable. 
 

C. Description of Accounting Policies for Derivatives – not applicable. 
 

D&E. Net Gain or Loss from Derivatives – not applicable. 
 
F. Cash Flow Hedges – not applicable. 
 

9. Income Taxes 
 
The Company adopted SSAP No. 10R, Income Taxes, effective December 31, 2009.  The 
December 31, 2011 and 2010 balances and related disclosures are calculated and presented 
pursuant to SSAP No. 10R. 
 
3. There were no tax amounts categorized as capital-related in either 2011 or 2010, and 

accordingly, tables throughout reflect ordinary amounts only. 

The net deferred tax asset at December 31, 2011 and 2010, and the change from the prior year 
ended December 31, consist of the following components: 

12/31/2011 12/31/2010 Change

Total gross deferred tax assets $ 4,806,756   $ 9,996,910   $ (5,190,154)  
Statutory valuation allowance

adjustment —    —    —    

Adjusted gross deferred
tax assets 4,806,756   9,996,910   (5,190,154)  

Total gross deferred tax liabilities (552,582)  (2,126,693)  1,574,111   

Net deferred tax assets 4,254,174   7,870,217   (3,616,043)  

Total deferred tax assets nonadmitted (942,995)  (5,452,341)  4,509,346   

Net admitted deferred
tax assets $ 3,311,179   $ 2,417,876   $ 893,303   

The Company is subject to the risk-based capital requirements, and has elected not to admit 
deferred tax assets pursuant to paragraph 10.e. under SSAP No. 10R for December, 2011 and 
2010.  The Company calculated admitted adjusted gross deferred tax assets equal to the sum 
of paragraph 10.a., 10.b., and 10.c. 
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The amount of admitted adjusted gross deferred tax assets admitted under each component of 
SSAP No. 10R is as follows: 

December 31, December 31,
2011 2010 Change

Admitted under paragraph 10.a. from
prior year's income taxes paid that can
be recovered through loss carrybacks $ 3,311,179   $ 2,417,876   $ 893,303   

Deferred tax asset, paragraph 10.b.,
lesser of:

Expected to be recognized
within one year, admitted
under paragraph 10.b.i —    —    —    

10% of adjusted capital and
surplus, admitted under
paragraph 10.b.ii 13,999,427   10,446,763   3,552,664   

Admitted under paragraph 10.b.
(lesser of b.i. or b.ii) —    —    —    

Adjusted gross DTAs offsetting existing
DTLs, admitted under paragraph 10.c. 552,582   2,126,693   (1,574,111)  

Total admitted from the application
of paragraph 10.a – 10.c. 3,863,761   4,544,569   (680,808)  

Admitted under paragraph 10.e.i. from
prior year's income taxes paid that can
be recovered through loss carrybacks —    —    —    

Paragraph 10.e.ii., lesser of:
Expected to be recognized within

three years, admitted under
paragraph 10.e.ii.a —    —    —    

15% of adjusted capital and surplus,
admitted under paragraph 10.e.ii.b —    —    —    

Admitted under paragraph 10.e.ii.
(lesser of e.ii.a or e.ii.b) —    —    —    

Adjusted gross DTAs offsetting existing
DTLs, admitted under paragraph 10.e.iii. —    —    —    

Total admitted from the application of
paragraph 10.e. —    —    —    

Total admitted adjusted gross deferred
tax assets $ 3,863,761   $ 4,544,569   $ (680,808)   

The change in deferred income taxes reported in surplus before consideration of nonadmitted 
assets consists of the following components: 

December 31, December 31, December 31,
2011 2010 Change 2009 Change

Total deferred tax assets $ 4,806,756  $ 9,996,910  $ (5,190,154) $ 11,019,793  $ (1,022,883) 
Total deferred tax liabilities (552,582) (2,126,693) 1,574,111  (2,805,541) 678,848  

Net adjusted deferred tax asset 4,254,174  7,870,217  (3,616,043) 8,214,252  (344,035) 
Tax effect of unrealized gains and losses —  —  —  —  —  

Net tax effect without unrealized 
gain and losses $ 4,254,174  $ 7,870,217  $ (3,616,043) $ 8,214,252  $ (344,035) 

Change in deferred income tax $ 3,616,043  $ $ 344,035  

B.  Unrecognized deferred tax liabilities 

There are no temporary differences for which deferred tax liabilities are not recognized. 
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C. Current income taxes incurred consist of the following major components: 

December 31, December 31,
2011 2010 Change

Current year tax expense – 
ordinary income $ 43,824,859   $ 34,320,946   $ 9,503,913   

Tax contingency reserve —    —    —    
Current year tax expense – realized gains 32,527   40,398   (7,871)  

Current income taxes incurred $ 43,857,386   $ 34,361,344   $ 9,496,042    

Deferred income tax assets and liabilities consist of the following major components: 

December 31, December 31,
2011 2010 Change

Deferred tax assets:
Intangibles $ 1,648,905   $ 8,407,457   $ (6,758,552)
Claims payable and liability for 

incurred but unreported claims 481,907 422,182 59,725
Unearned Premium 4,948 11,257 (6,309)
Allowance for doubtful accounts 2,618,461 1,152,508 1,465,953
Other accrued 26,602 — 26,602
Nonadmitted asset 25,933 3,506 22,427

Total gross deferred tax assets 4,806,756 9,996,910 (5,190,154)

Statutory valuation allowance adjustment — — —

Total adjusted gross deferred
tax assets 4,806,756 9,996,910 (5,190,154)

Nonadmitted deferred tax assets (942,995) (5,452,341) 4,509,346

Admitted deferred tax assets 3,863,761 4,544,569 (680,808)

Deferred tax liabilities:
Revenues, due to timing of income 

inclusion (542,942) (2,126,693) 1,583,751
Section 481 adjustment (9,640) — (9,640)

Total deferred tax liabilities (552,582) (2,126,693) 1,574,111

Net admitted deferred tax 
asset $ 3,311,179 $ 2,417,876 $ 893,303
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D. The Company believes based on the weight of available evidence that the gross deferred tax 
assets will be realized and statutory valuation allowance is not warranted.  Tax planning 
strategies did not have an effect on the Company’s net admitted deferred tax assets. 

The Company’s income tax incurred and change in deferred income tax differs from the 
amount obtained by applying the federal statutory rate of 35% to income before income taxes 
as follows: 

December 31, December 31,
2011 2010

Current income taxes incurred $ 43,857,386   $ 34,361,344   
Change in deferred income tax

(without tax on unrealized gains and losses) 3,616,043   344,035   

Total income tax reported $ 47,473,429   $ 34,705,379   

Income before taxes $ 118,478,424   $ 99,464,549   
Income tax expense at 35% statutory rate 35% 35%

Total statutory income taxes $ 41,467,448   $ 34,812,592   

Increase (decrease) in actual tax reported resulting from:
Tax-exempt income (172,712)  (55,341)  
Change in deferred taxes on nonadmitted assets (22,427)  103,559   
Nondeductible expenses 97,398   58,018   
Intangible assets (novation) (486,274)  —    
Other - Texas DOI audit adjustment 6,605,222   —    
Other  (15,226)  (213,449)  

Total income tax reported $ 47,473,429   $ 34,705,379   

 

E. Operating loss carryforward 

As of December 31, 2011, the Company did not have any operating loss carryforwards or tax 
credit carryforwards. 

The amount of federal income taxes incurred that are available for recoupment in the event of 
future net losses are: 

Ordinary

2011 $ 34,356,166   
2010 43,857,386    
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F. Consolidated federal income tax return 

(1) The Company’s federal income tax return is consolidated with the following entities: 

• HealthSpring, Inc. (Ultimate Parent) 
• NewQuest, LLC (Parent) (a) 
• HealthSpring Management, Inc. 
• HealthSpring USA, LLC (a) 
• NewQuest Management of Alabama, LLC (a) 
• NewQuest Management of Illinois, LLC (a) 
• GulfQuest, LP (a) 
• HealthSpring of Alabama, Inc. 
• HealthSpring of Tennessee, Inc. 
• HealthSpring of Florida, Inc. (d/b/a Leon Medical Center Health Plans, Inc.) 
• NewQuest Management of Florida, LLC (a) 
• Tennessee Quest, LLC (b) 
• HealthSpring Pharmacy Services, LLC (a) 
• HealthSpring Pharmacy of Tennessee, LLC (c) 
• Bravo Health, LLC. (a)(d) 
• Bravo Health Mid-Atlantic, Inc. (d) 
• Bravo Health Texas, Inc. (d) 
• Bravo Health Pennsylvania, Inc. (d) 
• Bravo Health Insurance Company, Inc. (d) 
• Managed Care Services, LLC (d) 
• NewQuest Management of West Virginia, LLC (a) 
• HealthSpring Financial Services, LLC (a) 
• HealthSpring Management of America, LLC (a) 

 
(a) Treated as a division of HealthSpring, Inc. for federal tax purposes 
(b) Treated as a division of HealthSpring Management, Inc. for federal tax purposes 
(c) Treated as a division of HealthSpring Pharmacy Services, LLC for federal tax purposes  
(d) Prior to December 1, 2010, these entities filed as part of a separate federal income tax 

return 
 
(2)  The method of tax allocation among the regulated companies and HealthSpring, Inc. is 

subject to a written agreement, approved by the Board of Directors, whereby an 
allocation is made primarily on a separate-return basis with current credit for net 
operating losses or other items utilized in the consolidated tax return. Intercompany 
balances are settled periodically, usually monthly, or when deemed necessary. At 
December 31, 2011 and 2010, amounts due from (to) the Ultimate Parent per the tax 
sharing arrangements were $3,501,804 and $(14,470,155), respectively. 

 
The Company accounts for tax contingencies as prescribed in SSAP No. 5, as well as the 
adopted portions of Financial Accounting Standards Board Accounting Standards 
Codification 450, Contingencies. As of December 31, 2011 and 2010, no provision for 
tax contingencies was required.    

10. Information Concerning Parent, Subsidiaries and Affiliates 
 
A. B. and C. 

 
In 2011 and 2010, the Company paid $37,500,000 and $45,000,000 in dividends to 
NewQuest, LLC (the Parent), respectively.  In 2010, the Company received a capital 
contribution of $10,000,000 from the Parent. 
 
TXHS merged with its affiliate, HSLH, a Texas domiciled insurance company, on December 
31, 2010 and HealthSpring Life and Health Insurance Company, Inc. became the surviving 
entity.  The transaction was accounted for as a statutory merger between entities under 
common control.  Assets and liabilities transferred between entities under common control 
are accounted for at historical cost.  The accompanying financial statements were adjusted to 
include the financial position, operating results, and cash flows of TXHS for all periods 
presented.  In accordance with SSAP No. 68, “Business Combinations and Goodwill”, 
amounts in the statutory financial statements and accompanying notes have been restated as if 
the merger had occurred January 1, 2009.  The merger resulted in an increase in unassigned 
surplus of $62,212,000 as of December 31, 2009. 
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In September 2011, the Company, Bravo Health Insurance Company, Inc. (BHIC), a 
Delaware domiciled insurance company, and Bravo Health Texas, Inc. (BRTX), a Texas 
domiciled insurance company, filed documents with the states of Texas and Delaware to 
merger effective January 1, 2012 (Company/BHIC) and March 31, 2012 (Company/BRTX), 
pending regulatory approval, with HSLH becoming the surviving entity.  The transaction will 
be accounted for as a statutory merger between entities under common control.  Assets and 
liabilities transferred between entities under common control are accounted for at historical 
cost. 

 
D. At December 31, 2011 and 2010, the Company reported $18,838,573 and $35,614,424, 

respectively, as the net amounts due to the parent, subsidiaries and affiliates, respectively.  
These amounts are settled periodically, usually monthly. 
 

E. Guarantees Resulting in a Material Contingent Exposure – not applicable. 
 
F. Management Services Agreement  
 

The Company has contracted for managerial, administrative, and financial support services 
through an administrative service contract based on a percentage of premium revenue with 
HealthSpring Management of America, LLC (HSMA).  Management fees to HSMA totaled 
$135,222,095 and $120,639,198 during 2011 and 2010, respectively, which are recorded as 
general administrative expenses.   
 

G. Ownership    
 
All outstanding shares of the Company are owned by NewQuest, LLC, a limited liability 
company domiciled in the state of Texas, which is ultimately owned by HealthSpring, Inc. 
HealthSpring, Inc. conducted an IPO of common shares and began trading on the NYSE on 
February 3, 2006. 
 
On January 31, 2012, the Ultimate Parent completed the merger contemplated by the 
Agreement and Plan of Merger (the “Merger Agreement”), dated as of October 24, 2011, 
among the Ultimate Parent, Cigna Corporation, a Delaware corporation (“Cigna”), and Cigna 
Magnolia Corp., a Delaware corporation and an indirect, wholly owned subsidiary of Cigna 
(“Merger Sub”).  Pursuant to the Merger Agreement, the Ultimate Parent was acquired by 
Cigna through a merger of Merger Sub with and into the Ultimate Parent (the “Merger”), 
with the Ultimate Parent surviving the Merger as an indirect, wholly owned subsidiary of 
Cigna. 

 
At the effective time of the Merger (the “Effective Time”), (i) each outstanding share of 
Ultimate Parent common stock, par value $0.01 per share (the “Ultimate Parent common 
stock”), other than restricted shares, treasury shares, shares owned by the Ultimate Parent, 
Cigna, Merger Sub, or any of their wholly owned subsidiaries, and shares for which appraisal 
was properly demanded, was converted into the right to receive $55.00 in cash, without 
interest and subject to any applicable withholding taxes, and (ii) equity awards relating to 
Ultimate Parent common stock were treated in accordance with the Merger Agreement and 
agreements entered into in connection with the Merger, representing a transaction value of 
approximately $3.8 billion.  Cigna funded the purchase price with existing cash on hand and 
proceeds from the issuance of debt and equity securities. 
 

H. Upstream Intermediate Entity – not applicable. 
 
I. Investment in SCA Entity that Exceeds 10% of Admitted Assets – not applicable. 
 
J. Investments in Impaired SCA’s – not applicable. 
 
K. Investments in Foreign Insurance Subsidiaries – not applicable. 
 
L. Investment in a Downstream Non-Insurance Holding Company – not applicable. 
 

11. Debt 
 

A. Debt and Capital Notes – not applicable. 
 

B. FHLB Agreements – not applicable. 
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12. Retirement Plans, Deferred Compensation, Post Employment Benefits and Compensated 
Absences and Other Postretirement Benefit Plans 

 
A. Defined Benefit Plan – not applicable. 

 
B. Defined Contribution Plan – not applicable. 

 
C. Mutli-Employer Plan – not applicable. 

 
D. Consolidated/Holding Company Plans – not applicable. 

 
E. Postemployment Benefits and Compensated Absences – not applicable. 

 
F. Impact of Medicare Modernization Act on Postretirement Benefits – not applicable. 

 
 
13. Capital and Surplus, Shareholders’ Dividend Restriction and Quasi-Reorganizations 
 

1. The Company has 5,000,000 shares authorized, 2,500,000 shares issued and outstanding of 
$1 par value Common Stock, owned entirely by NewQuest, LLC. 
 

2. The Company has no preferred stock outstanding. 
 

3. The payment of dividends by the Company to shareholders is limited and can only be made 
from earned profits unless prior approval is received from the Department. The maximum 
amount of dividends that may be paid by insurance companies without prior approval is also 
subject to restrictions relating to statutory surplus and net income.   

 
4. In 2011, the Company paid ordinary dividends of $37,500,000 to its Parent.  In 2010, the 

Company paid extraordinary dividends of $30,000,000 and ordinary dividends of 
$15,000,000 to its Parent.  During the second quarter of 2010, the Company received a 
$10,000,000 surplus infusion from its Parent 

 
5. Within the limits of (3) above, there are no restrictions placed on the portion of Company 

profits that may be paid as ordinary dividends to stockholders. 
 
6. Restrictions on Unassigned Surplus – none. 
 
7. For Mutual Companies, Advances to Surplus Not Repaid – not applicable. 
 
8. Stock Held by the Company, Including Stock of Affiliated Companies – not applicable. 
 
9. Special Surplus Funds – not applicable. 
 
10. Cumulative Unrealized Gains and Losses in Surplus – none. 
 
11. Surplus Note – none. 
 
12. Quasi-Reorganization – not applicable. 
 
13. Date of a Quasi –Reorganization – not applicable. 

 
14. Contingencies 
 

A. Contingent Commitments – none. 
 

B. Assessments – none. 
 

C. Gain Contingencies – none. 
 

D. Claims-Related Extra-contractual Obligations – none. 
 

E. All Other Contingencies 
 
Various lawsuits against the Company have arisen in the course of the Company’s business.  
Contingent liabilities arising from litigation, income taxes and other matters are not considered 
material in relation to the financial position of the Company.  The Company has no assets that it 
considers to be impaired. 
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In connection with CMS’s continuing statutory obligation to review risk score coding practices 
by Medicare Advantage plans, CMS is conducting regular audits of Medicare Advantage plans 
for compliance by the plans and their providers with proper coding practices (sometimes referred 
to as “Risk Adjustment Data Validation Audits” or “RADV Audits”).  

  
In December 2010, CMS published for public comment its proposed methodology for payment 
adjustments determined as a result of its various RADV Audits, including its methods for 
sampling, payment error calculation, and extrapolation of the error rate across the relevant plan 
population. Numerous comments challenging CMS’s methodologies were submitted to CMS by 
participants in the Medicare Advantage program, including the Company, in January 2011.  

 
In February 2012, CMS released a notice of final payment error calculation methodology for 
Medicare Advantage RADV audits.  Among other matters, the notice provided that (i) CMS 
would perform its next round of Medicare Advantage contract-level audits on payment year 2011, 
(ii) payment year 2011 is the first year that CMS will conduct payment recovery based on 
extrapolated estimates, (iii) CMS expects to audit about 30 Medicare Advantage contracts each 
year, and (iv) payment recovery amounts will be subject to a fee-for-service adjuster that 
accounts for the fact that the documentation standard used in RADV audits to determine a 
contract's payment error is different from the documentation standard used to develop the Part C 
risk-adjustment model. �

 
15. Leases 

 
A. Lessee Operating Leases – none 

 
B.  Lessor Leases – none 

 
16. Information About Financial Instruments With Off-Balance Sheet Risk and Financial Instruments 

With Concentrations of Credit Risk 
 

1. Financial Instruments with Off-Balance Sheet Risk – not applicable. 
 

2. Nature and Terms of Financial Instruments with Off-Balance Sheet Risk – not applicable. 
 

3. Amount of Loss – not applicable. 
 

4. Policy for Requiring Collateral – not applicable. 
 
17. Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities 
 

A. Transfer of Receivables Reported as Sales – not applicable. 
 

B. Transfer and Servicing of Financial Assets – not applicable. 
 

C. Wash Sales – none. 
 
18. Gain or Loss to the Reporting Entity from Uninsured Plans and the Uninsured Portion of Partially 

Insured Plans 
 

A. ASO Plans – not applicable. 
 

B. ASC Plans – not applicable. 
 

C. Medicare or Similarly Structured Cost Based Reimbursement Contracts – not applicable. 
 
19. Direct Premium Written/Produced by Managing General Agents/Third Party Administrators 
 

(A)-(F) Not applicable. 
 
20. Fair Value Measurements 
 

A. Fair Value Measurements at Reporting Date – none. 
 

B. Fair Value Measurements in (Level 3) of the Fair Value Hierarchy – none. 
 
21. Other Items 
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A. Extraordinary Items – none. 
 

B. Troubled Debt Restructuring:  Debtors – none. 
 

C. Other Disclosures – 
 

Assets in the amount of $10,753,812 and $9,130,000 at December 31, 2011 and 2010, 
respectively, were on deposit with government authorities or trustees as required by law.   

 
D. Healthcare premiums due and uncollected are recorded during the period the Company is 

obligated to provide services to members and do not bear interest.  The allowance for 
doubtful accounts is the Company’s best estimate of the amount of probable losses in the 
Company’s existing health premiums due and uncollected and is based on past-due balances 
greater than 90 days.  Account balances are charged off after all means of collection have 
been exhausted and the potential for recovery is considered remote.  At December 31, 2011 
and 2010, the Company had admitted assets of $7,958,276 and $11,735,913 net receivable 
under government-insured included in health premiums due and uncollected, respectively. 
 

E. Business Interruption Insurance Recoveries – none. 
 

F.  State Transferable Tax Credits – none. 
 
G. Subprime Mortgage-Related Risk Exposure 

 
1. Direct Exposure through Investments in Subprime Loans – not applicable. 

 
2. Direct Exposure through Other Investments – not applicable. 

 
3. Underwriting Exposure to Subprime Mortgage Risk – not applicable. 

 
H.  Retained Assets - none 

 
22. Events Subsequent 
 

Subsequent events have been considered through February 28, 2012 for the statutory statement 
filed on February 28, 2012. 
 
On January 31, 2012, the Ultimate Parent completed the merger contemplated by the Agreement 
and Plan of Merger (the “Merger Agreement”), dated as of October 24, 2011, among the Ultimate 
Parent, Cigna Corporation, a Delaware corporation (“Cigna”), and Cigna Magnolia Corp., a 
Delaware corporation and an indirect, wholly owned subsidiary of Cigna (“Merger 
Sub”).  Pursuant to the Merger Agreement, the Ultimate Parent was acquired by Cigna through a 
merger of Merger Sub with and into the Ultimate Parent (the “Merger”), with the Ultimate Parent 
surviving the Merger as an indirect, wholly owned subsidiary of Cigna. 

 
At the effective time of the Merger (the “Effective Time”), (i) each outstanding share of Ultimate 
Parent common stock, par value $0.01 per share (the “Ultimate Parent common stock”), other 
than restricted shares, treasury shares, shares owned by the Ultimate Parent, Cigna, Merger Sub, 
or any of their wholly owned subsidiaries, and shares for which appraisal was properly 
demanded, was converted into the right to receive $55.00 in cash, without interest and subject to 
any applicable withholding taxes, and (ii) equity awards relating to Ultimate Parent common 
stock were treated in accordance with the Merger Agreement and agreements entered into in 
connection with the Merger, representing a transaction value of approximately $3.8 
billion.  Cigna funded the purchase price with existing cash on hand and proceeds from the 
issuance of debt and equity securities. 
 

23. Reinsurance  
 

A. Ceded Reinsurance Report 
 
Section 1- General Interrogatories 
(1) Are any of the reinsurers, listed in Schedule S as non-affiliated, owned in excess of 

10% or controlled, either directly or indirectly, by the Company or by any 
representative, officer, trustee or director of the Company? 
Yes ( ) No (X) 

(2) Have any policies issued by the Company been reinsured with a company chartered 
in a country other than the United States (excluding U.S. Branches of such 
companies) that is owned in excess of 10% or controlled directly or indirectly by an 
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insured, a beneficiary, a creditor or any other person not primarily engaged in the 
insurance business? 
Yes ( ) No (X) 

                        Section 2 – Ceded Reinsurance Report – Part A 
(1) Does the Company have any reinsurance contracts in effect under which the reinsurer 

may unilaterally cancel any reinsurance for reasons other than for nonpayment of 
premium or other similar credit? 
Yes ( ) No (X) 

(2) Does the reporting entity have any reinsurance agreements in effect such that the 
amount of losses paid or accrued through the statement date may result in a payment 
to the reinsurer of amounts that, in aggregate and allowing for offset of mutual credits 
from other reinsurance agreements with the same reinsurer, exceed the total direct 
premium collected under the reinsured policies? 
Yes ( ) No (X) 

Section 3 – Ceded Reinsurance Report – Part B 
(1) What is the estimated amount of the aggregate reduction in surplus, (for agreements 

other than those under which the reinsurer may unilaterally cancel for reasons other 
than for nonpayment of premium or other similar credits that are reflected above) of 
termination of all reinsurance agreements, by either party, as of the date of this 
statement?  Where necessary, the Company may consider the current or anticipated 
experience of the business reinsured in making this estimate.  none. 
 

(2) Have any new agreements been executed or existing agreements amended, since 
January 1 of the year of this statement, to include policies or contracts that were in 
force or which had existing reserves established by the Company as of the effective 
date of the agreement? 
Yes ( ) No (X) 
 

B. Uncollectible Reinsurance – none. 
 

C. Commutation of Ceded Reinsurance – none. 
 
24. Retrospectively Rated Contracts and Contracts Subject to Redetermination 
 

A. Method Used to Estimate Accrued Retrospective Premium Adjustments – not applicable. 
 

B. Where Accrued Retrospective Premium Adjustments are Recorded – not applicable. 
 

C. Amount of Net Written Premiums Subject to Retrospective Rating Features – not applicable. 
 
D. Medical loss ratio rebates required pursuant to the Public Health Service Act – not applicable. 

 
25. Change in Incurred Losses and Loss Adjustment Expenses 
 

The liability for claims unpaid as of December 31, 2010 was $64,568,629.  During the 2011, 
$59,225,683 has been paid on these liabilities.  Reserves remaining for prior years are now 
$1,202,803, as a result of re-estimation of unpaid claims and claim adjustment expenses.  
Therefore, there has been a favorable prior year development of $4,140,143 since December 31, 
2010.  This release is generally the result of ongoing analysis of recent loss development trends.  
Original estimates are increased or decreased, as additional information becomes known 
regarding individual claims. 

 
26. Intercompany Pooling Arrangements 
 
 A.-G. – None. 
 
27. Structure Settlements 

 
 Not applicable. 
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28.  Health Care Receivables 
 

A. Pharmaceutical Rebate Receivables 
 
The information below includes the stand-alone prescription drug plan line of business.  The 
Estimated Pharmacy Rebates as Reported on Financial Statements for December 31, 2011 
excludes $951 related to non-admitted rebates.  There were no non-admitted rebates for 2010. 
 

        
  
 

B. Risk Sharing Receivables – none 
 

C. Other Healthcare Receivables 
 
Other Healthcare Receivables included $624,750 related to the Texas Medicare Advantage 
Dual Eligible Special Need Plan, $261,337 related to plan to plan pharmacy settlements, and 
$89,370 WellMed. 

 
29. Participating Policies 
 

None. 
 
30. Premium Deficiency Reserves 
 

None. 
 

31. Anticipated Salvage and Subrogation 
 

None. 
 

 

Quarter Ended

Estimated 
Pharmacy 
Rebates as 

Reported on 
Financial 

Statements
Pharmacy 

Rebates as Billed 

Actual Rebates 
Received Within 

90 Days of 
Billing

Actual Rebates 
Received 

Within 91 to 180  
Days of Billing

Actual 
Rebates 
Received 

Within More 
Than 180  
Days of 
Billing

12/31/11 51,387,762$        47,772,958$        -$                          -$                        -$                  

09/30/11 52,795,952          46,531,331          42,918,269           -                          -                    

06/30/11 60,146,952          43,949,822          37,374,586           6,572,544           -                    

03/31/11 47,137,503          41,440,994          25,622,429           15,756,704         61,862          

12/31/10 36,910,074          36,400,900          29,594,738           6,761,564           44,598          

09/30/10 40,115,063          34,526,708          34,464,373           108,789              (46,454)         

06/30/10 61,056,391          32,332,989          26,887,596           5,479,618           (34,225)         

03/31/10 49,603,542          29,541,589          1,397,579             28,160,584         (16,575)         

12/31/09 27,465,333          24,868,683          3,830,555             20,882,191         155,938        

09/30/09 26,275,490          23,369,496          19,848,113           3,376,959           144,424        

06/30/09 3,437,156            2,590,958            1,948,774             630,816              11,368          

03/31/09 2,615,452            2,125,030            1,185,229             942,791              (2,990)           
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HealthSpring, Inc. 
Corporate Organizational & Ownership Concentration Chart

NewQuest, LLC
(TX)

HealthSpring, Inc.
(DE)

(NAIC Group Code-3477)

(100%)

Non-regulated Entities

HMO’s and Insurance Companies

Ultimate Controlling Entity

HS Clinical Services, P.C.
(TN)

Non-Subsidiary, Professional Corporation

Bravo Health, Inc.(100%)

HealthSpring
Management, Inc. NewQuest Management of Alabama, LLC

(100%)

HealthSpring
USA, LLC

(TN)

(100%)

NewQuest Management of Illinois, LLC
(IL)  

(100%)

(100%)

NewQuest Management of Florida, LLC
(FL)(100%)

HealthSpring Life & Health Insurance 
Company, Inc. (TX) (NAIC-12902)

HealthSpring Management 
of America, LLC (DE)(100%)

HealthSpring of Florida, Inc.
d/b/a Leon Medical Centers Health Plans

(FL) (NAIC-11532) 
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HealthSpring
Pharmacy Services, LLC

(DE)

HealthSpring Pharmacy of 
Tennessee, LLC

(DE)

(100%) (100%)

(TN)
(DE)

Bravo Health Mid-Atlantic, Inc.
(MD)  (NAIC-10095 )

Managed Care 
Services, LLC 

(DE)

Bravo Health Texas, Inc.
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Insurance Company, Inc.
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